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Summary 

Liquefied natural gas (LNG) imports to the United States are increasing to 
supplement domestic gas production. Recent actions by Congress and federal 
agencies have promoted greater LNG supplies by changing regulations, clarifying 
siting authorities, and streamlining the approval process for LNG import terminals. 
Were these policies to continue and gas demand to grow, LNG might account for as 
much as 21% of U.S. gas supply by 2025, up from 3% in 2005. Congress is 
examining the infrastructure and market implications of greater U.S. LNG demand. 

There are concerns about how LNG capacity additions would be integrated into 
the nation’s gas infrastructure. Meeting projected U.S. LNG demand would require 
six to ten new import terminals in addition to expanding existing terminals. Twelve 
new terminals, most in the Gulf of Mexico, are approved, but public opposition has 
blocked many near-to-market terminals which might save billions of dollars in gas 
transportation costs. New LNG terminals can also require more regional pipeline 
capacity to transport their supply, although this capacity may not be available in key 
markets. Securing LNG infrastructure against accidents and terrorist attacks may 
also be a challenge to public agencies. Since import terminals process large volumes 
of LNG, a breakdown at any facility has the potential to bottleneck supply. 

LNG’ s effectiveness in moderating U.S. gas prices will be determined by global 
LNG supply, the development of a “spot” market, potential market concentration, and 
evolving trading relationships. There appears to be sufficient interest among LNG 
exporters to meet global demand projections, although some new export projects may 
not be built. An LNG spot market, which may help U.S. companies import LNG 
cost-effectively, is also growing. Although some analysts believe a cartel may 
influence the future LNG market, the potential effectiveness of a such a cartel is 
unclear. Whether exporters cooperate or not, an integrated global LNG market may 
change trading and political relationships. Individual country energy polices may 
affect LNG price and supply worldwide. Trade with LNG exporters perceived as 
unstable or inhospitable to U.S. interests may raise concerns about supply reliability. 

Recent measures before Congress seek to encourage both domestic gas supply 
and new LNG terminal construction. The Energy Policy Act of 2005 (P.L. 109-58) 
includes incentives for domestic gas producers and grants the Federal Energy 
Regulatory Commission “exclusive” authority to approve onshore LNG terminal 
siting applications, among other provisions. Other proposals in the 109 th Congress, 
including H.R. 4318, H.R. 3918, and H.R. 3811 would lift federal restrictions on 
natural gas development on the Outer Continental Shelf. As Congress debates U.S. 
natural gas policy, three questions emerge: (1) Is expanding LNG imports the best 
option for meeting natural gas demand in the United States? (2) What future role, if 
any, should the federal government play in facilitating the development of LNG 
infrastructure domestically and abroad? (3) How might Congress mitigate the risks 
of the global LNG trade within the context of national energy policy? 

This report will be updated as events warrant. 
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Introduction 

The United States is considering fundamental changes in its natural gas supply 
policy. Faced with rising natural gas demand and perceived limitations in North 
American gas production, many in government and industry are encouraging greater 
U.S. imports of liquefied natural gas (LNG). Recent activities by Congress, the 
Federal Energy Regulatory Commission, the Department of Energy, and other federal 
agencies to promote greater LNG supplies have included changing regulations, 
clarifying regulatory authorities, and streamlining the approval process for new LNG 
import terminals. While forecasts vary, many analysts expect LNG to account for 
12% to 21% of total U.S. gas supply by 2025, up from approximately 3% in 2005. 
If these forecasts are correct, U.S. natural gas consumers will become increasingly 
dependent upon LNG imports to supplement North American pipeline gas supplies. 

Recent measures before Congress seek to encourage both domestic gas supply 
and new LNG terminal construction. The Alaska Natural Gas Pipeline Act of 2004 
(15 U.S.C. § 720, et seq.) provides loan guarantees (Sec. 1 16) and other incentives 
for an Alaska gas pipeline. The Energy Policy Act of 2005 (P.L. 109-58) includes 
various incentives for domestic natural gas producers (Title HI, Subtitle E). The act 
also amends Section 3 of the Natural Gas Act of 1938, granting the Lederal Energy 
Regulatory Commission (LERC) explicit and “exclusive” authority to approve 
onshore LNG terminal siting applications (Sec. 3 1 lc) among other provisions. Other 
proposals in the 109 lh Congress, including H.R. 4318, H.R. 3918, and H.R. 3811 
would lift federal restrictions on natural gas exploration and production on federal 
submerged lands of the Outer Continental Shelf. S. 1310 would authorize the 
expansion of a natural gas transmission pipeline on federal lands in the Northeast. 

While an increase in LNG imports is already underway, federal officials and 
Members of Congress have been debating the merits and risks of U.S. LNG 
dependency. In April, 2005, for example, President Bush stated that “One of the 
great sources of energy for the future is liquefied natural gas.... We need more 
terminals to receive liquefied natural gas....” 1 In June, 2005 Department of Energy 
Secretary Samuel Bodman remarked that “LNG seems to offer a solution to ... the 
growing demand for natural gas that we will see all around the globe.” 2 In 
November, 2005 Lederal Reserve Chairman Alan Greenspan testified before 



1 President George W. Bush. Press conference. April 29, 2005. 

2 Samuel Bodman, U.S. Energy Secretary. Remarks to the USEA/Center for LNG 
Conference. National Press Club. Washington, DC. June 16, 2005. 
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Congress that “severe reaction of natural gas prices to the production setbacks that 
have occurred in the Gulf highlights again the need to ... import large quantities of 
far cheaper, liquefied natural gas (LNG) from other parts of the world.” 3 Some in 
Congress have questioned the implications of such a policy, however, drawing 
analogies to the consequences of U.S . dependency on foreign oil and citing potential 
instability among foreign LNG suppliers. 4 Others have expressed concern about 
LNG safety and vulnerability to terrorism. 5 

Specific questions are emerging about the implications of greater LNG imports 
to the United States. LNG has substantial physical infrastructure requirements and 
there are uncertainties about how this infrastructure would be integrated into North 
America’s existing gas network. The potential effects of larger LNG imports on U.S. 
natural gas prices will be driven by the global LNG market structure, although that 
market structure is still evolving. Political relationships among countries in the LNG 
trade may also change as LNG becomes increasingly important to their economies. 

This report will review the status of U.S. LNG imports, including projections 
of future U.S. LNG demand within the growing international LNG market. The 
report will summarize recent policy activities related to LNG among U.S. federal 
agencies, as well as private sector plans for LNG infrastructure development. The 
report also will introduce key policy considerations in LNG infrastructure and market 
structure, highlighting current market information and key uncertainties. Finally, the 
report will identify key questions in LNG import policy development. 



Background 

Natural gas is widely used in the United States for heating, electricity 
generation, industrial processes, and other applications. In 2005, U.S. natural gas 
consumption was 22 trillion cubic feet (Tcf), accounting for 23% of total U.S. energy 
consumption. 6 Until recently, nearly all U.S. natural gas was supplied from North 
American wells and transported through the continent’s vast pipeline network to 
regional markets. In 2003, however, due to constraints in North American natural 
gas production, the United States sharply increased imports of natural gas from 
overseas in the form of liquefied natural gas (LNG). While absolute levels remain 
limited today, growth in LNG imports to the United States is expected by many 



3 Greenspan, A., Chairman, U.S. Federal Reserve Board. “Economic Outlook.” Testimony 
before the Joint Economic Committee, U.S. Congress. Nov. 3, 2005. 

4 Hon. Peter Domenici. “U.S. Must Build LNG Ports to Avoid Spiraling Natural Gas Prices, 
Sen. Domenici Says.” Press release. Feb. 15, 2005; Hon. John E. Peterson. Remarks at the 
Hearing of the House Resources Committee, Energy and Mineral Resources Subcommittee 
on “ U.S. Energy and Mineral Needs, Security and Policy.” March 16, 2005. 

5 Hon. Edward Markey. “Democratic Reaction to the 9/1 1 Commission's Final Report and 
its Security Recommendations for Preventing Further Attacks.” Press conference. Dec. 5, 
2005. 

6 Energy Information Administration (EIA). Annual Energy Outlook 2006. (Early release). 
Dec. 2005. Table 1. pi 1. 
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analysts to accelerate over the next 20 years, reflecting growing domestic demand 
and expectations for a global expansion in LNG trade. 

What Is LNG? 

When natural gas is cooled to temperatures below minus 260°F it condenses 
into liquefied natural gas, or “LNG.” As a liquid, natural gas occupies only l/600th 
the volume of its gaseous state, so it is stored more effectively in a limited space and 
is more readily transported by tanker ship. A typical tanker, for example, can carry 
138,000 cubic meters of LNG — enough to supply the daily energy needs of over 10 
million homes. 7 When LNG is warmed, it “regasifies” and can be used for the same 
purposes as conventional natural gas. 

The physical infrastructure of LNG includes several interconnected elements as 
illustrated in Figure 1 . In producing countries, natural gas is extracted from gas 
fields and transported by pipeline to central liquefaction plants where it is converted 
to LNG and stored. Liquefaction plants are built at marine terminals so the LNG can 
be loaded onto special tanker ships for transport overseas. Tankers deliver their LNG 
cargo to import terminals in other countries where the LNG can again be stored or 
regasified and injected into pipeline systems for delivery to end users. This LNG 
infrastructure requires large capital investments. In addition to gas field development 
costs, a new liquefaction plant costs approximately $2-$3 billion, and an import 
terminal costs $500 million to $1 billion. One LNG tanker costs $150-$200 million. 8 



Figure 1: LNG Supply Chain 




Due to the high capital costs of LNG infrastructure, LNG trade has traditionally 
relied upon long-term fuel purchase agreements in order to secure project financing 
for the entire supply chain. Of over 160 major LNG supply contracts in force around 
the world as of June 2005, well over 90% had a contract term of 15 years or longer. 9 



7 Energy Information Administration (EIA). The Global Liquefied Natural Gas Market: 
Status & Outlook. DOE/EIA-0637. Dec. 2003. p30. 

8 Clark, Judy. “CERA: Natural Gas Poised to Overtake Oil Use by 2025.” Oil & Gas 
Journal. Mar. 1, 2004. p22. 

9 Suzuki, T. “The Changing World LNG Market and its Impact on Japan” The Institute of 
Energy Economics, J apan. Summary of the 392nd Regular Research Session. June 2 1 , 2005 ; 
“LNG Contracts.” LNG OneWorld website, [http://www.lngoneworld.com] Drewry 
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